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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the M a t t e r  of 

GENERAL ADJUSTMENT OF ELECTRIC 
.RATES OF KENTUCKY UTILITIES 1 
COMPANY 1 

CASE NO. 5915 

* * * * *  

ORDER D I R E C T I N G  SUBMISSION OF REFUND PLAN 

On November 21, 1973, Kentucky Utilities Company ("R.U.") 

gave notice  to  the  P u b l i c  Service Commission ("PSC")  t h a t  it 

would increase its annual rates by $13.4 million on a date 

certain. The Commission suspended the proposed rates for t h e  

statutory five-month period, or until May 14, 1974. H o w e v e r ,  

the PSC w a s  not able to i s s u e  its final order u n t i l  J u l y  10, 

1974, and K.U. accordingly began collecting the f u l l  $13.4 

million on May 15, 1974, subject to refund, as if is statu- 

torily e n t i t l e d  to do. - 1/ On July 10, 1974, the PSC issued 

its order granting K.U. $7.3 million of their requested $13.4 

million in additional revenue, and ordered the Company to re- 

fund the d i f f e r e n c e .  

Wpon receipt of the PSC's f i n a l  order, K.U. filed u timely 

appeal to the Franklin C i r c u i t  Court contesting the r a t e s  

- l/ XRS 278.190(3). 



allowed,  and the  Company obtained an injunction from t h e  

Franklin Circui t  Court a l l o w i n g  the company to keep t h e  

money it had been collecting since May 15, 1974 u n t i l  all 

court  appeals w e r e  exhausted. K . U .  continued to charge the 

un-approved r a t e s  it put into effect on May 1 5 ,  1974, until 

June 23, 1975, w h e n  these r a t e s  w e r e  superseded by new rates 

approved by the PSC in a separate case. Both the Attorney 

Genera1 and Lexington-Fayette Urban County Government f i l e d  

appeals a s s e r t i n g  that t h e  Commission had allowed excessive 

rates. The appeals were conso l idated ,  briefed and argued by 

t h e  u t i l i t y  and intervenors ,  and the Franklin C i r c u i t  Court 

entered an order on February 2 0 ,  1 9 7 6 ,  upholding t h e  Commis- 

sion's rates. However, before t h e  order could be appealed, 

the Court vacated its order of February 20, 1976, and re- 

manded t h e  case to t h e  Commission w i t h  d i r e c t i o n s  to COR- 

sider evidence as to the company's operations a f t e r  the entry 

Cf the COIIImiss iOn order of July  10, 1974.  This remand order 

was appealed by the Commission to t h e  Court of Appeals and t h e  

Supreme Court of Kentucky. On July 3 ,  1 9 7 8 ,  the Supreme 

Court of Kentucky i s s u e d  an order ho ld ing  t h a t  a remand for 

additional evidence o u t s i d e  of t h e  t e s t -year  w a s  impermiss- 

able, and directed the Franklin C i r c u i t  Court to decide  t h e  

case solely on the  evidence presented to t h e  Commission before 

the entry of t h e  f i n a l  order.  2/ Thus, in the F a l l  of 1978 

2/ Stephens, e t  al. v. Kentueky Utilities Company, K y . ,  569 - S.W.2d I 5 S 7 l n 8 ) .  
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the case began anew in t h e  F r a n k l i n  Circuit Court for review 

on the  merits. On December 14, 1979, the Franklin C i r c u i t  

Cour t  affirmed the PSC's July 1974 order on the merits. K . U .  

I appealed this decision to the C o u r t  of Appeals, and on April 3, 

I 
1981, t h e  Court of Appeals affirmed the PSC's 1974 rate order 

in toto. -- 
The Court of Appeals denied K.U.'s petition for rehearing 

on May 29, 1981. K.U. then had 20 more d a y s  to petition the 

Supreme Court to further review the decision. On June 18, 

1981, the Company announced that it would no t  s e e k  discretionary 

review by t h e  Supreme Cour t ,  but would abide by t h e  Court  of 

Appeals decision and refund t h e  money due its  customers. The 

Court O f  Appeals mandate, accordingly, issued June 19, 1981, g /  
and judic ia l  review of this matter is now at an end. 

The Commission must now approve an appropriate plan by 

which K.U. will refund t h e  amounts overcollected to those persons 

who w e r e  customers of K.U. f r o m  May 15, 1974 to J u l y  23, 1975. 

There are two time periods that are re levant  t o  t h e  Commis- 

sion's determination of an appropriate refund plan .  The first 

is f r o m  May 15, 1974 (the date the five-month suspension period 

expired and X.U. put the full amount of its requested rate 

increase into effect) to July 10, 1974 (the date the PSC issued 

- 3/ Copy attached. 
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i ts  final order approving a lesser amount than requested by 

the company and requiring the utility to r e fund  t h e  difference 

with 6% i n t e r e s t ) .  The second relevant time period i s  from 

May 15, 1974 u n t i l  June 23, 1975. This represents the t i m e  

K.U. charged unapproved rates and f ixes  t h e  principal amount 

to be refunded. Our Rates & Tariffs division has calculated 

this sum to be approximately $6.7 million. 

The next question the Commission must address is how much 

i n t e r e s t  should be assessed on this principal amount i n  deter- 

mining the final refund amount to the Company's customers .  

As mentioned above, t h e  PSC's July 1974 O r d e r  specified t h a t  

K.U. would refund any sums overcollected with 6% interest. 

H o w e v e r ,  this language in the 1974 order referred o n l y  to the 

amount K.U. had collected since May IS, 1974 (the day t h e  

company put the unapproved rates i n t o  e f f e c t )  u n t i l  the date 

of t h e  Commission's final order, July 10, 1974. Thus, the 

i n t e r e s t  K.U. must pay on its refund liability for  t h e  period 

f r o m  May 15, 1974 to July 10, 1974 is f ixed a t  6% and the 

Commission will so apply this rate for t h a t  time pericd. How- 

ever,  ats provfously diecussed, after issuance of PSC's July  lQ, 

1974 O r d e r ,  K .U.  obtained a court i n j u n c t i o n  pendente - lite 

allowing t h e  Company t o  continue collecting t h e  h i g h e r ,  un- 

approved rates it began charging on May 15, 1974, until. the 

completion of all cour t  appeals in t h i s  matter. Cour t  litisation 

ended with t h e  i s suance  of the Court of Appeals mandate on 

June 19, 1981. Thus, the p r i n c i p a l  amount to be refunded 
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continued to be held by K.U. from July LO, 1974 to June 19 ,  

1981, when t h e  i n j u n c t i o n  w a s  lifted by f i n a l  order of the 

Court of Appeals. K . R . S .  278.190(4) states  in relevant pa r t  

as follows: 

I n  t h e  e v e n t  the commission by order, d i r e c t s  
any utility t o  make a re€und. . . the  u t i l i t y  s h a l l  
make the same w i t h i n  s i x t y  ( 6 0 )  days af ter  a f i n a l  
de t e rmina t ion  of the proceeding by an order of the 
court ar commission w i t h  o r  without i n t e r e s t  2 the 
d i s c r e t i o n  -- of the commisszn. 

The CommFssion has  determined that it would be totally 

unfair to t h e  customers of K.U, to allow the Company to have 

had t h e  use of t h i s  money it c o l l e c t e d  under un-approved rates 

for t h e  period J u l y  10, 1974 t o  June  19, 1981, without  payment 

of some amount of i n t e r e s t .  The q u e s t i o n  remains as to a 

proper i n t e r e s t  rate €or this per iod .  

I n  f i x i n g  a f a i r ,  j u s t  and r easonab le  i n t e r e s k  rate for 

the per iod  July 10, 1974 u n t i l  June 19, 1981, the Commission 

has considered bo th  i n t e r e s t  rates at which K.U. could have 

borrowed d u r i n g  that period, and i n t e r e s t  rates a v a i l a b l e  t o  

the Company's r a t e p a y e r s  on investments dur ing  that same 

period. F i n a n c i a l  m a r k e t  c o n d i t i o n s  and i n t e r e s t  rates have 

f l u c t u a t e d  through a wide range since mid-1974. For  example, 

the bank prime rate has been as high  as 20.35% and as low as 

6.25%. A/ Interest rates on long-term financial i n s t rumen t s ,  

- 4/ Federal R e s e r v e  B u l l e t i n s ,  1974-1981. 
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such as u t i l i t y  bonds,  have been m o r e  stable t han  i n t e r e s t  

rates on short-term i n s t rumen t s ,  such as commercial paper. 

Since  J u l y  1 0 ,  1 9 7 4 ,  y i e l d s  on A a  r a t e d  u t i l i t y  bonds - 5 /  

have averaged approximately 10%. - 6 i  From t h i 5  a n a l y s i s  of 

the f i n a n c i a l  m a r k e t s ,  t h e  Commission concludes t h a t  a €air, 

j u s t  and reasonable i n t e r e s t  rate to be a p p l i e d  to the re- 

fundable  amount for t h e  p e r i o d  July 10,  1974 t o  June  1 9 ,  

1981, is 10% per annum. 

Based upon all of the above-s ta ted  f i n d i n g s  of fact  and 

conc lus ions  of law, the P u b l i c  Service Commission hereby 

ORDERS as folLows: 

(1) Within 15 days from t h e  date of t h i s  O r d e r ,  Kentucky 

U t i l i t i e s  Company shall file w i t h  t h i s  Commission a plan for 

refunding $6.7 million to t h o s e  persons  who w e r e  customers  of 

the utility from the period May 1 5 ,  1974 t o  June  23, 1975. 

Such plan s h a l l  p rov ide  for t h e  payment of i n t e r e s t  a t  t h e  rate 

of 6% per annum for t h a t  p o r t i o n  of $6.7 m i l l i o n  collected 

from May 15 ,  1974 t o  July 10, 1974. For that p o r t i o n  of the 

$6.7 m i l l i o n  K.U. o v e r c o l l e c t e d  from July 11, 1974 to June 23, 

1975, the plan s h a l l  provide for  the payment of i n t e r e s t  at 

the rate of 10% per annum. T h i s  L O B  i n t e r e s t  assessment on 

- 5 /  K.U.'s bonds are rated A a  by Moody's. 

.... 6/ Moody's P u b l i c  Utility Manual, 1980;  Moody's P u b l i c  
U t i l i t y  News Reports, 1981. 
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that  portion of the t o t a l  refundable amount s h a l l  apply for  

the period July 11, 1974 to June 19, E98L. 

(2) K.U.'s re fund  plan shall further provide that any 

amounts it is unable to re fund  due to t h e  Company's i n a b i l i t y  

to locate certain customers far the time period May 15, 1974 

to June 23, 1975,  w i l l  be used as a f u t u r e  credit on t h e  

monthly b i l l s  of the Company's e x i s t i n g  customers .  

( 3 )  K.U. sha l l  also submit an estimate of the cost of 

making t h i s  refund at t h e  time it s u b m i t s  its r e fund  p lan  for 

t h e  Commission's approval. 

( 4 )  If t h e  Commission approves K . U . ' s  refund plan,  t h e  

Company shall have 60 days from the date of the PSC's final 

order approving such plan t o  complete the r e fund ,  pursuant t o  

the provisions of K . R . S .  2 7 8 , 1 9 0 ( 4 ) .  

Done t h i s  10th day of July, 1 9 8 1  a t  F r a n k f o r t ,  Kentucky. 

h 
PUBLIC SERVICE COMMISSION 

Did not participate. 
Vice Chairman 

A t t e s t :  

Secretary 
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M A N D A T E  # 

KWTUCYY UTUITXES COMPANY 
f 

File No. (30-CA-580-HX Appeal From M u x N  
VS. OpinionRendered APRIL 3,  1981 

Circuit CWrt Action No. h5298 , 85384 OL d5386 
PUBLIC SERVICE COMWXSSION OF KEh'MICKY, LT AL 

'fie opinion renderad on the above date, a copy of which 
l o  ettrchod harrto and made r part  harmof, 4.. naw final. It 
appearing that there i r  no error In the judgm+nt of the C i r -  
cuit Court, it i m  thoreforo the mandate of thir Court that 
ra id  judgnmnt 1. hereby AFFIRMED. 

HAP 29, 1981 - Appellmt'r P e t i t d o n  for Rehearing Denied. 


